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1. Witness Qualifications 1 
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Q. State your name and business address. 

A.  Richard J. Zuraski, Illinois Commerce Commission, 527 East Capitol Avenue, 

P.O. Box 19280, Springfield, Illinois, 62794-9280. 

Q. By whom are you employed and in what capacity? 

A.  I am employed as a Senior Economist in the Illinois Commerce Commission’s 

Energy Division—Policy Section. 

Q. What are your responsibilities within the Energy Division—Policy Section? 

A.  I provide economic analyses and advise the Commission and other staff members 

on issues involving the gas and electric utility industries.  I review tariff filings and make 

recommendations to the Commission concerning those filings.  I provide testimony in 

Commission proceedings.  In selected cases, I sometimes act as an assistant to the 

Commission or to hearing examiners. 

Q. State your educational background. 

A.  I graduated from the University of Maryland with a Bachelor of Arts degree in 

Economics.  I obtained a Masters of Arts degree in Economics from Washington 

University in St. Louis.  I completed other work toward a doctorate in economics from 

Washington University, but have not completed all requirements for that degree. 

Q. Describe your professional experience. 

A.  Since December 1997, I have been a Senior Economist in the Policy Program of 

the Commission’s Energy Division.  I held the same position from February 1990 to 

 1



Docket Nos. 02-0656, 02-0671 00-0672, & 02-0834 (Cons.) 
ICC Staff Exh. 1.0 

22 

23 

24 

25 

26 

27 

28 

December 1997, in the Commission’s Office of Policy and Planning (prior to its 

incorporation into the Energy Division).  Before that, I held positions in the 

Commission’s Least-Cost Planning Program and Conservation Program.  While 

employed by the Commission, I have testified in numerous docketed proceedings before 

the Commission.  Prior to coming to the Commission in November 1987, I was a 

graduate student at Washington University, where I taught various courses in economics 

to undergraduate students in the Washington University night school and summer school. 

2. Purpose of Testimony 29 

30 

31 

32 

33 

34 

35 

36 

37 

Q. What is the purpose of your testimony? 

A.  This testimony concerns three independent proposals by Commonwealth Edison 

Company (“ComEd”), Illinois Power Company (“IP”), and Ameren Central Illinois 

Public Service Company and Ameren Union Electric Company (“Ameren”), respectively, 

to modify their “market index” mechanisms for computing “market values,” in lieu of the 

default determinations of market values (“MVs”) produced each year by a Neutral Fact 

Finder (“NFF”), under Section 16-112 of the Public Utilities Act (“Act”).  I will assess 

each of the proposals and make recommendations. 

3. Background on Delivery Services, the PPO, and CTCs 38 

39 

40 

41 

42 

43 

Q. Please describe the restructuring of the electric utility industry that has taken place 

in Illinois since 1997. 

A.  The Electric Service Customer Choice and Rate Relief Law of 1997, which 

became effective in December of 1997, created Article 16 of the Act.  That article 

required each electric utility in the State to file tariff sheets with the Commission that 
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would enable retail customers located in the electric utility’s service area to receive 

electric power and energy from suppliers other than the electric utility.  That is, rather 

than purchase the gamut of traditional utility services from the utility as a single 

“bundled” package, customers would be able to purchase “delivery services” from the 

utility on an unbundled basis and purchase the power output of generators from other 

third-parties, such as other utilities, power marketers or generating companies.  Among 

participants in ICC delivery service proceedings, these third-party entities, which are 

eligible to market power at retail in Illinois, have come to be known collectively as “retail 

electric suppliers” (“RESs”).  This term includes, but is not limited to, Alternative Retail 

Electric Suppliers (“ARES”) as that term is defined in the Act.  Through the restructuring 

described above, delivery services remain regulated, but the business of supplying power 

at retail may be subject to a greater degree of competitive forces, as utilities and RESs vie 

for the patronage of consumers. 

Q. Does the Act provide utilities with any special protections against these competitive 

forces? 

A.  Yes.  The Act did not subject utilities to the rigors of a potentially competitive 

marketplace without a transition period.  During this transition period, utilities that had 

embedded costs of generation that were higher than what the market will bear are 

afforded opportunities to recover what might otherwise have been “stranded” costs 

through a non-bypassable “customer transition charge” ("CTC").  The CTC is applied to 

customers that switch from bundled service to delivery service, whether the customer 

receives power and energy from a RES or from the utility on an unbundled basis through 

the so-called Power Purchase Option (“PPO”). 
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Q. What is the PPO? 67 

68 

69 

70 

A.  The PPO is, in essence, a bundled service that a utility is required by the Act to 

offer to non-residential customers if the utility chooses to impose a CTC.  However, 

while the utility, under the PPO, continues to provide the entire panoply of traditional 

utility services as a single bundled package, the utility's PPO charges are unbundled into 

(a) a PPO administrative fee component, (b) a delivery services component, (c) a CTC 

component, and (d) a power and energy component.  The Act requires the charge(s) for 

the power and energy component to be based on the same market values used in the 

computation of the CTC. 

71 

72 

73 

74 
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4. The Importance of Market Values 76 
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88 

Q. Why are market values important during the mandatory transition period, which ends 

on January 7, 2007? 

A.  As noted above, the market values computed pursuant to Section 16-112 figure in 

both transition charges and the power and energy component of the PPO service. 

Q. What is the role of Market Value ("MV") in the CTC? 

A.  The Act specifies a basic formula for computing the CTC, which I simplify as 

follows:       CTCf = BR - DSR - MV - mf ,     where 

BR is the customer’s or customer class’ average bundled rate, 

DSR is the customer’s or customer class’ average delivery services rate 

MV is the market value (as adjusted for the load characteristics for the customer or 

customer class); and 

mf is a “mitigation factor” applicable to the customer or customer class. 
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 Hence, the MV is one of the components in the basic formula for computing the CTC.  

Although a specific rationale was not given in the Act for this formula, a clearly 

reasonable interpretation of the formula is that the CTC affords the utility an opportunity 

to continue recovering (during the transition period) the cost of generation resources 

included in the regulated bundled rate (i.e., BR - DSR) net of the price that the utility 

theoretically can obtain in the market for the output of its generation resources (i.e., MV) 

and also net of the so-called mitigation factor.  The mitigation factor is defined in the Act 

and is described below. 

Q. What is the mitigation factor? 

A.  One might loosely refer to the mf as a “stretch factor,” in that the utility must 

achieve cost savings of at least mf in order to at least fully recover the potentially 

stranded costs associated with restructuring.  It varies somewhat by customer class and 

increases somewhat as the transition period progresses.  However, the mitigation factor is 

not subject to any regulatory examination by the ICC or any periodic reconciliation 

process, so utilities can significantly over-recover or under-recover their potentially 

stranded costs, depending upon how effectively utilities manage their costs and unearth 

and develop new revenue sources.  

Q. What happens if the above CTC formula results in a negative number? 

A.  If the above formula results in a negative number, then the CTC is set to zero.  In 

other words, utilities are permitted to recover otherwise stranded costs, but are not 

required to return any stranded 

108 

benefits after they are allowed to enter the marketplace as 

an unregulated competitor. 

109 

110 
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Q. What does a delivery services customer pay for electric services? 111 
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A.  The delivery services customer pays to the utility the applicable set of delivery 

services rates ("DSRs") and the applicable CTCs, if any.  The customer also pays to a 

RES a negotiated price for power and energy.  If the MV used in the CTC formula is 

representative of actual prices being paid for power and energy in the retail market, then 

the amount that any given customer pays to the RES might be expected to be somewhere 

in the neighborhood of MV.  However, the actual price of power and energy paid by any 

given customer is an unregulated contractual matter between buyer and seller and is not 

directly tied to the inputs into the CTCs.  Hence, the MVs should only be considered a 

proxy or estimate of the actual market price, P, facing a typical customer, subject to some 

degree of error: 

MV = P + error. 

 Here, a positive error represents overestimated MVs , while a negative error represents 

underestimated MVs. 

Q. How does the total bill of the delivery services customer compare to the bundled 

rate? 

A.  Again using a simple model, and assuming that the CTC is positive, the delivery 

services customer pays the following: 

Delivery Service Customer’s Total Bill 

= DSR + CTC + P 

= DSR + (BR - DSR - MV - mf) + P 

= DSR + (BR - DSR - (P + error) - mf) + P 

= BR  -  mf   -  error .  
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 Hence, the delivery services customer would pay a total amount equal to the bundled rate 

minus the mitigation factor minus the error in the MV estimate of the applicable market 

prices.  As long as the error in the market value estimate that is used in the CTC is 

positive (or, if negative, at least not as great in magnitude as the mitigation factor), then 

the customer will be able to save by switching to delivery services at market price, P. 

Q. If the MV is sufficiently under-estimated, what happens to the customer’s total bill? 

A.  If MV is underestimated enough, such that  -error  -  mf  >  0, then the 

customer’s total bill would be greater under delivery services than under the traditional 

bundled service arrangement.1  Presumably, few, if any, customers would choose to pay 

more for basically the same commodity.  Hence, a sufficiently underestimated MV will 

prevent customers from switching to a RES.  Thus, even though a RES may be able to 

supply electricity to a retail customer at a rate that is less than the true market value of 

power and energy and less than the utility’s own embedded generation costs, an 

underestimated MV in the CTC can prevent a RES from showing a customer any savings 

relative to the bundled rate.  Basically the same problem can prevent a RES from 

showing a customer any savings relative to the PPO, as well. 149 

150 

151 

152 

153 

                                                

Q. Do customers and RESs always benefit when, all else constant, the MV rises? 

A.  No, not all customers benefit from a rise in MV.  On the one hand, a prospective 

delivery service customer is apt to prefer an over-estimated market value, since this leads 

to a decrease in the CTC without affecting the actual market price that the customer pays 

 

1 For example, suppose the mf is 0.73 cents per kwh and the error is -0.94 cents per kwh (the negative sign indicating 
that the market prices have been under-estimated.  In that case, -error - mf = - (-)0.94 - .73 = +0.94 - 0.73 = 0.21 cents 
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to a RES.  Overestimated MVs also mean that a RES, all else constant, would be in a 

better position to offer savings to any given customer, relative to the bundled rate or the 

PPO.  In contrast, sufficiently under-estimated MVs could render it impossible for some 

or all RESs to bring savings to customers.  Hence, one could argue that overestimating 

MVs could stimulate more competitive entry, while underestimating MVs could retard 

the development of competitive entry, during the transition period. 
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  On the other hand, if a particular customer’s cheapest option is to be a PPO 

customer, then the customer does not necessarily benefit from an increase in the CTC’s 

MVs.  To see this, one must first understand what a PPO customer pays for electric 

service. 

Q. What does a PPO customer pay for electric services? 

A.  The PPO customer pays to the utility the applicable PPO administrative fee 

(“Fee”), the applicable set of delivery services rates (DSRs), the applicable transition 

charges (CTCs) and the applicable MVs (the same MVs used to compute the CTC).  

Hence, unlike the delivery services customer that purchases power and energy from a 

RES, the customer taking the PPO faces the same MVs as positive charges for power and 

energy that are included in the customer's CTC as credits. 

Q. If the PPO customer faces the same MV as both a positive charge and a credit, does 

the MV merely “cancel” in the customer’s total bill? 

A.  Again using a simple model, the MVs, as well as the DSRs, cancel.  That is, under 

our simplified formula, the PPO customer pays: 

 

per kwh.  Hence, the Delivery Service Customer’s Total Bill in this hypothetical example would be higher than the 
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PPO Total BillCTC>0 175 
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= Fee + DSR + MV + CTC 

= Fee + DSR + MV + (BR - DSR - MV - mf) 

= Fee + BR - mf 

 Hence, as implied by the absence of MV in the simplified form of the PPO customer’s 

total bill (Fee + BR – mf), above, the MV appears to be irrelevant to the calculation of a 

PPO total bill.  Furthermore, the customer appears to be better off under the PPO versus 

the bundled rate as long as the PPO Fee is less than the mitigation factor (mf).  However, 

one must remember that the above formula is a simplified view of the rate structure.  A 

more detailed accounting would show that the DSR as a positive charge may consist of 

several different components, but, as a credit within the CTC, the DSR has been reduced 

to a single number.  Similarly, while the MV as a positive charge in the PPO may consist 

of several different MVs that vary between on-peak and off-peak, summer and winter (or 

even more finely disaggregated time periods), as a credit within the CTC, these MVs 

have been reduced to a single number.  Because of these factors, the simple equation 

above should be viewed as an abstraction.  However, the simple equation nevertheless 

shows the tendency (particularly for the average customers within each of the rate 

classes) of the MVs to cancel as the MVs essentially are both added and subtracted in the 

customer’s total PPO bill. 

Q. What happens to the PPO when the CTC is zero? 

 

bundled rate by 0.21 cents per kwh. 
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A.  The Act does not appear to require utilities to provide the PPO unless the 

customer is paying CTCs.  Hence, an increase in MV can both eliminate the transition 

charge and eliminate the availability of the PPO. 

Q. How does the bundled rate customer’s total bill compare to the delivery services 

customer’s total bill when the CTC is zero? 

A.  If the MV reflects actual market prices reasonably well, then an increase in the 

MV—beyond the point necessary to drive the TC to zero—renders it more likely that the 

bundled rate is a better bargain than RES-supplied service.  That is, if the CTC formula 

(CTCf) would have been less than zero, then 

BR - DSR - MV - mf  =  CTCf  <  0,  

which can be rewritten as 

 BR  <  DSR + MV + mf. 

  Of course, delivery services customers would be paying DSR + MV rather than DSR 

+ MV + mf, but as MV rises high enough, it becomes more likely that BR is less than DSR + 

MV. 

Q. Why are MVs important after the mandatory transition period? 

A.  Sections 16-111(i), 16-110(c) and 16-110(d) of the Act mention three other 

important roles for the MVs computed pursuant to Section 16-112.  These three sections 

state, in part: 

In determining the justness and reasonableness of the electric power and 
energy component of an electric utility's rates for tariffed services subsequent 
to the mandatory transition period and prior to the time that the provision of 
such electric power and energy is declared competitive, the Commission 
shall consider the extent to which the electric utility's tariffed rates for such 
component for each customer class exceed the market value determined 
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pursuant to Section 16-112, and, if the electric power and energy component 
of such tariffed rate exceeds the market value by more than 10% for any 
customer class, may establish such electric power and energy component at a 
rate equal to the market value plus 10%.

220 
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2 

After the transition charge period applicable to a non-residential delivery 
services customer, and until the provision of electric power and energy is 
declared competitive for the customer group to which the customer belongs, 
a non-residential delivery services customer that paid any transition charges 
it was legally obligated to pay to an electric utility shall be permitted to 
purchase electric power and energy from the electric utility for contract 
periods of one year at a price or prices equal to the sum of (i) the market 
value determined for that customer's class pursuant to Section 16-112 and (ii) 
to the extent it is not included in such market value, a fee to compensate the 
electric utility for the service of arranging the supply or purchase of such 
electric power and energy.3 

After the transition charge period applicable to a non-residential delivery 
services customer, and until the provision of electric power and energy is 
declared competitive for the customer group to which the customer belongs, 
a non-residential delivery services customer, other than a small commercial 
retail customer, that paid any transition charges it was legally obligated to 
pay to an electric utility shall be permitted to purchase electric power and 
energy from the electric utility for contract periods of one year at a price or 
prices equal to (A) the sum of (i) the electric utility's actual cost of procuring 
such electric power and energy and (ii) a broker's fee to compensate the 
electric utility for arranging the supply, or, if the utility so elects, (B) the 
market value of electric power or energy provided by the electric utility 
determined as set forth in the electric utility's tariff for that customer's class.4 

  All three of these sections imply that market values, pursuant to Section 16-112, will 

have to be computed after the mandatory transition period (which ends on January 1, 2007), 

and that utility customers, at that point, will have an affirmative reason to want lower 16-112 

market values. 

 

2 Sec. 16-111 (i) 
3 Sec. 16-110 (c) 
4 Sec. 16-110 (d) 
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5. The Commission’s Authority to Modify a Utility’s Proposed Market Index or to 
Create a Market Index That is Uniform Across All Utilities 
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Q. Under what authority may the Commission approve an index mechanism for 

computing market values? 

A.  Section 16-112 (a) states that: 

The market value to be used in the calculation of transition charges as 
defined in Section 16-102 shall be determined in accordance with either 
(i) a tariff that has been filed by the electric utility with the Commission 
pursuant to Article IX of this Act and that provides for a determination of 
the market value for electric power and energy as a function of an 
exchange traded or other market traded index, options or futures contract 
or contracts applicable to the market in which the utility sells, and the 
customers in its service area buy, electric power and energy, or (ii) in the 
event no such tariff has been placed into effect for the electric utility, or in 
the event such tariff does not establish market values for each of the years 
specified in the neutral fact-finder process described in subsections (b) 
through (h) of this Section, a tariff incorporating the market values 
resulting from the neutral fact-finder process set forth in subsections (b) 
through (h) of this Section. 

 Thus, the Commission may approve a market index tariff, but, in the absence of such a 

tariff, the default is to rely upon the NFF process for the derivation of the market values 

to be used in the calculation of transition charges. 

Q. Does the Commission have authority to modify a utility’s proposal to replace the 

NFF with an alternative method? 

A.  With respect to such alternative methods for computing market values, Section 

16-112(m) states that: 

The Commission may approve or reject, or propose modifications to, any 
tariff providing for the determination of market value that has been 
proposed by an electric utility pursuant to subsection (a) of this Section, 
but shall not have the power to otherwise order the electric utility to 
implement a modified tariff or to place into effect any tariff for the 
determination of market value other than one incorporating the neutral 
fact-finder procedure set forth in this Section.  Provided, however, that if 
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299 
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304 

each electric utility serving at least 300,000 customers has placed into 
effect a tariff that provides for a determination of market value as a 
function of an exchange traded or other market traded index, options or 
futures contract or contracts, then the Commission can require any other 
electric utilities to file such a tariff, and can terminate the neutral fact-
finder procedure for the periods covered by such tariffs. 

 Hence, the Commission apparently has the authority to modify a proposed market index 

methodology for computing market values, but utilities can reject the Commission’s 

modifications and rely instead on the NFF market values for purposes of computing 

transition charges. 

Q. May the Commission create a single market index template that would be virtually 

uniform across all Illinois electric utilities that are empowered to and choose to 

impose transition charges? 

A.  Yes.  However, the Commission cannot force any utility to accept a uniform 

market index tariff.  Hence, the end result could be that some utilities accept while other 

utilities reject the uniform market index, choosing to retain the NFF-based market values, 

instead.  Such an end result may entail more variation between utilities than the adoption 

of closely-related but otherwise utility-specific market index tariffs.  It would also require 

the Commission to hire an NFF (most likely at considerable expense); and it would 

require utilities and other market participants to submit power and energy contract 

information to the NFF. 

6. Brief History of Market Value Index Proceedings 305 

306 

307 

308 

Q. Please describe the history of market value index proceedings before the Commission. 

A.  Since no other companies have sought to institute transition charges, the issue of 

market index tariffs has been relevant to only Ameren, IP, and ComEd.  Each of these 
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companies made proposals to institute market index tariffs with their initial delivery service 

tariff filings in March 1999.
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5  Each of the original proposals was rejected by the 

Commission, so market values were provided by an NFF, hired by the Commission.  The 

NFF’s market values were in effect when the first set of delivery services customers became 

eligible for delivery services at the end of 1999. 

  On March 31, 2000, ComEd filed a revised market index tariff proposal.  After an 

expedited proceeding, the Commission entered an interim order approving, with some 

revisions, ComEd’s proposed market index tariff.6  It went into effect on May 1, 2000, but 

provided a transitional period through December 2000, during which customers could 

choose between the NFF and the new market index tariff-derived market values and 

transition charges. 

  On June 1, 2000, Ameren CIPS and Ameren UE filed a petition for approval of 

revisions to their market value tariff, Rider MV; and, on June 5, 2000, IP filed tariff sheets to 

place into effect proposed new Rider MVI and revisions to its Rider TC.  Both filings 

replaced the NFF-based market values and transition charges with market index tariff-

derived values.  The Commission, in conference on July 6, 2000, on its own motion, 

consolidated the three dockets involving the market index tariff proposals of ComEd (00-

0259), Ameren (00-0395), and IP (00-0461).  The consolidated dockets went to hearing, and 

the Commission entered a final order on rehearing on April 11, 2001. 

 

5 Ameren (Docket No. 99-0121), ComEd (Docket No. 99-0171 and 99-0117), IP (Docket No 99-0140).  ComEd’s 
delivery services tariff filing (99-0171) was made 22 days after its market index tariff filing (99-0117) and stayed in a 
separate docket. 
6 Docket No. 00-0259, Interim Order, April 27, 2000. 
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  In its order, the Commission approved the replacement of the NFF with market index 

tariffs for all three utilities, noting “the shortcomings attributed to the use of the NFF process 

for purposes of determining market values.” 

328 

329 

330 

331 
332 
333 

334 

335 

336 
337 
338 
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340 
341 
342 

343 

344 

345 

346 

347 
348 
349 
350 
351 

352 
353 
354 
355 
356 
357 

                                                

Staff and some other parties have suggested, for example, that the NFF 
process is a cumbersome, expensive procedure which has produced outdated 
and inaccurate results that have underestimated market prices.7 

  As a condition for approval, the Commission required certain modifications to the 

utilities’ proposed tariffs, noting 

[T]he ComEd, IP and Ameren MVI proposals should be approved, subject to 
the conditions and other modifications found appropriate below.  The 
Commission believes that with such modifications, these proposals can be 
expected to produce more accurate (and for that matter higher) market values 
than does the NFF, particularly for volatile peak periods in the summer 
season, and will better facilitate the development of competition during the 
transition period.8 

 The utilities accepted these modifications and filed compliance filings soon thereafter, so by 

May/June 2001, Ameren, ComEd, and IP had market index tariffs in effect. 

  Nevertheless, the Commission did not approve permanent market index tariffs, 

reasoning as follows: 

 The Commission has reviewed the positions of the parties on this 
issue. In light of the types of concerns summarized above, the Commission is 
not prepared at this time to authorize the utilities to permanently put their 
market value tariffs in place, even as modified by the Commission proposals 
contained in this order. … 

 Accordingly, given that the mandatory transition period ends January 
1, 2005 and that electric utilities may collect transition charges through 
December 31, 2006 (unless that collection period is extended to no later than 
December 31, 2008 pursuant to Section 16-108(f) of the Act), the 
Commission proposes that the market value tariffs of each utility be modified 
such that they shall cease to be effective no later than the conclusion of the 

 

7 Docket No. 00-0259, Interim Order, April 27, 2000, pp. 144-5. 
8 Docket No. 00-0259, Interim Order, April 27, 2000, p. 155. 
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customer’s May, 2004 billing period. If a utility accepts this proposed 
modification, it is directed to file a new market value tariff on or before 
October 1, 2002. This filing date will provide sufficient time for the parties 
and Commission to evaluate such proposals. It will also allow time for such 
other actions as may be utilized in establishing market values, although 
reestablishing the NFF process, if it has been discontinued, is not a scenario 
the Commission wishes to encourage.

358 
359 
360 
361 
362 
363 
364 

365 

366 

367 

9 

 In compliance with the Commission’s order, ComEd, IP, and Ameren made filings on 

October 1, 2002.  Illinois Power filed supplemental changes on October 31, 2002.  Those 

filings are the focus of the present consolidated proceeding. 

7. Description of the Three Utilities' Market Index Approaches 368 

369 

370 

371 

372 

373 

374 

375 

376 

377 

378 

379 

380 

381 

                                                

Q. Please describe the three proposals before the Commission in this consolidated 

docket. 

A.  Ameren and IP propose to add capacity charges into their MV computations. 

  All three utilities have been relying on timely observation of forward markets 

(months-ahead sales) as the foundation for deriving on-peak prices.  However, they have 

relied on historical spot market data (day-ahead sales) as the foundation for deriving off-

peak prices.  The proposals before the Commission by all three utilities would attempt to 

use forward market observations for both on-peak and off-peak prices. 

  Ameren and ComEd currently compute a price shaping adjustment, using 8760 

hours (one year) of PJM West hourly prices, along with 8760 hours of load data for each 

customer class.  These companies now propose to use multiple years of PJM West and 

load data in this price shaping adjustment.  ComEd proposes to use the most recent three 

calendar years’ worth of hourly data, while Ameren proposes to use all data since 

 

9 Docket No. 00-0259, Interim Order, April 27, 2000, p. 157. 
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382 

383 

384 

385 

386 

387 

388 

389 

390 

391 

392 

393 

394 

395 

396 

397 

398 

399 

400 

401 

402 

403 

January 1999.  The shaping of the most recent monthly or yearly forward prices (for on-

peak and off-peak forward contracts) would be performed separately for each year’s 

worth of PJM and load data, leading to values for (1) summer, (2) non-summer, (3) 

summer-peak, (4) summer-offpeak, (5) winter-peak, (6) winter-offpeak, and (7) the total 

load-weighted market value.  Thus, for ComEd, for example, there would be three price 

shaped values for each of these seven aggregated time periods.  The simple average of 

the three values for each of the aggregated time periods would comprise the final price-

shaped value.  Ameren would follow the same procedure, except with more years of 

hourly PJM price and load data.  In addition, when applying the price shaping 

adjustment, both ComEd and Ameren propose to replace non-positive PJM hourly prices 

with the average of all the positive off-peak PJM prices in the month. 

  As for IP, it currently uses a different price shaping adjustment, which was 

originally approved by the Commission in Dockets 99-0120 and 99-0134, consolidated.  

In essence, the IP methodology shapes only on-peak prices, while the ComEd/Ameren 

methodology shapes both on-peak and off-peak prices.  In the current docket, IP proposes 

to retain this basic methodology, but, to “utilize multiple prior years” for the 

development of the adjustment.10  However, the actual tariff sheets filed do not explicitly 

reflect this proposed change. 

  Ameren and ComEd would continue to make two market value computations per 

year:  (A) one based on a 12-month “Applicable Period A” effective with the June billing 

period, and (B) the other based on a 9-month “Applicable Period B” effective with the 

September billing period.  New delivery service customers either get the Applicable 
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Period A or the Applicable Period B market values, depending on when they switch to 

delivery services during the year.

404 

405 

406 

407 

408 

409 

410 

411 

412 

413 

414 

415 

416 

417 

418 

419 

420 

421 

422 

423 

424 

                                                                                                                                                            

11  Veteran delivery service customers all receive new 

Applicable Period A market values and CTCs, once per year, each June. 

  While retaining the basic Applicable Period A and B structure, both Ameren and 

ComEd propose to modify the implementation of Applicable Period A by moving the 

period for collecting forward market data from the twenty business days ending March 22 

to the twenty business days ending January 24.  Furthermore, Ameren and ComEd would 

move their Applicable Period informational filings from April 1 to February 1 (ComEd) 

and from April 10 to February 10 (Ameren), respectively.  Applicable Period B data 

collection and informational filing dates would remain unchanged. 

  ComEd also proposes new limitations for enrolling in the PPO.  First, enrollment 

in the Period A PPO would have to take place between February 1 and March 31 and 

service would have to commence with the June billing period.  Currently, customers may 

sign up for Period A PPO with 30 days notice for service beginning with either their 

June, July, or August billing periods.  Second, only customers entering delivery services 

for the very first time, or after a previous termination of delivery services, would be 

eligible for the Period B PPO.  These changes would not affect the use of Period A or B 

CTCs for non PPO delivery service customers. 

  In contrast to Ameren/ComEd Applicable Period A/B structure, Illinois Power 

would continue to compute six sets of market values and CTCs per year (one every other 

month).  Each of these computations provides values that are applied for a 12-month 

 

10 See IP’s October 30, 2002 filing, Supplemental Statement, p. 2, under ‘“Zuraski” Price Shaping Adjustment.’ 
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425 

426 

427 

428 

429 

430 

431 

432 

433 

434 

435 

436 

437 

438 

439 

440 

441 

442 

443 

period into the future.  All new and veteran IP customers receive market values and 

CTCs for a 12-month period, starting on the customer’s delivery services anniversary 

date of each year. 

  IP also proposes a change in its data collection “hierarchy.”  

  ComEd proposes to expand the application of customer-specific CTCs to include 

all customers in the 1 MW to 3 MW class (affecting approximately 1400 customers). 

  ComEd also proposes to provide, solely for informational purposes, “would-be” 

MVECs and class CTCs on a weekly basis during the months of January and June for 

Applicable Periods A and B, respectively. 

  ComEd and IP propose to compute multi-year CTCs and make them available to 

non-PPO delivery service customers. 

  Finally, in ICC Docket No. 02-0657, Ameren proposes to suspend operation of its 

Riders PPO and TC from June 2003 through May 2005.  Hence, delivery service 

customers would not pay any transition charges during that two-year time frame.  

However, they would also be unable to take the PPO from Ameren during this time 

frame.  According to the proposed tariff language in both Rider PPO and Rider TC, the 

riders would automatically become effective again at the conclusion of the suspension 

period.  Since it is the subject matter of a separate docket, Ameren’s TC/PPO suspension 

proposal will not be addressed in this testimony. 

8. Capacity Charges 444 

445 

                                                                                                                                                            

Q. Please explain IP’s proposal to add capacity charges into its market value 

 

11 Summer-time switchers get the Applicable Period A values, while those customers switching from September through 
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computations. 446 

447 

448 

449 

450 

451 

452 

453 

454 

455 

A.  Actually, IP is proposing to substitute the capacity charge component currently 

embedded in its MV calculations with a different capacity charge.  Currently, IP includes 

0.061 cents per kwh in all its MV calculations.  Assuming a 100% load factor, 0.061 cents 

per kwh is equivalent to an annualized value of $5,343.60 per MW-year.  Assuming a 50% 

load factor, 0.061 cents per kWh is equivalent to an annualized value of $2,671.80 per MW-

year. 

  IP proposed to replace the existing 0.061 cents per kwh (applied after the upward 

adjustment for energy losses) with the following schedule of monthly capacity charges 

applied before energy losses to the group’s firm monthly demand: 

Jan Feb Mar Apr May Jun
0.5625   0.5625   0.3750   0.3750   0.3750   0.5625   

Jul Aug Sep Oct Nov Dec
2.2500   2.2500   0.5625   0.3750   0.3750   0.3750   

IP's proposed capacity charges ($ per kW)

 456 

457 

458 

459 

460 

461 

                                                                                                                                                            

 On an annualized basis, assuming the class’ monthly peak demand is the same for each 

month of the year, the above schedule is equivalent to a rate of $9 per kW-year or $9,000 per 

MW-year.  Otherwise, assuming some months have higher peak demands than other months, 

the annualized rate would be less than $9,000 per MW-year, as shown in the table of 

examples below: 

 

May initially get the Applicable Period B values. 
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Monthly peak load as % of annual peak load

Proposed monthly charge times % of peak load

Jan 50% 0.2813 85% 0.4781   90% 0.5063 100% 0.5625 
Feb 50% 0.2813 85% 0.4781   90% 0.5063 100% 0.5625 
Mar 50% 0.1875 85% 0.3188   90% 0.3375 100% 0.3750 
Apr 50% 0.1875 85% 0.3188   90% 0.3375 100% 0.3750 
May 80% 0.3000 85% 0.3188   90% 0.3375 100% 0.3750 
Jun 90% 0.5063 85% 0.4781   90% 0.5063 100% 0.5625 
Jul 100% 2.2500 100% 2.2500   100% 2.2500 100% 2.2500 
Aug 90% 2.0250 85% 1.9125   90% 2.0250 100% 2.2500 
Sep 80% 0.4500 85% 0.4781   90% 0.5063 100% 0.5625 
Oct 50% 0.1875 85% 0.3188   90% 0.3375 100% 0.3750 
Nov 50% 0.1875 85% 0.3188   90% 0.3375 100% 0.3750 
Dec 50% 0.1875 85% 0.3188 90% 0.3375 100% 0.3750

7.0313 7.9875   8.3250 9.0000 
 Equivalent 

Annualized Rate
($/kw-year) 

Example 1 Example 2 Example 3 Example 4

 462 

463 

464 

465 

466 

467 

468 

469 

 

  The following chart provides a comparison of the new rate to the current rate, in 

terms of cents per kwh.  The current charge is 0.061 cents per kwh on all kwh throughout the 

year.  However, the new rate varies, not only by month, as shown above, but also by the 

customer class’ intra-month load factor (the ratio of average usage to peak hourly usage 

within a given month).  A comparison using three intra-month load factor assumptions is 

shown below: 
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Comparison of IP's current per kwh capacity component
(.061 cents per kwh = dotted line)

and IP's proposed monthly capacity charges, depending on
the customer class' intra-month load lactor (60%, 80%, or 100%)
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 As can be seen in the above chart, assuming a large customer with only transmission level 

energy losses (1.931%), the proposed capacity charges (when translated into cents per kwh) 

are mostly above the current capacity charge component of 0.061 cents per kwh.  With a 

100% intra-month load factor, the proposed charges are only slightly below the current rate 

in the months of March through May and October through December.  However, as long as 

the intra-monthly load factor is below 84.22%, even the March through May and October 

through December proposed charges exceed the current 0.061 cents per kwh.  The most 

pronounced increase is in July and August, where the increase can be as low as 0.2473 cents 

per kwh (for a 100% intra-month load factor), but is greater with lower load factors.12  

 

12  For instance, with a load factor of 84.22%, the increase would be 0.3050 cents per kwh, while a 60% load factor 
would correspond to an increase of 0.4528 cents per kwh, in the July-August time frame. 
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Q. How did IP derive this proposed schedule of capacity charges? 480 

481 

482 

483 

484 

485 

486 

487 

488 

489 

490 

491 

492 

493 

494 

495 

496 

497 

498 

499 

500 

501 

A.  Apparently, it was derived in a subjective manner.  IP witness Peters seems to say 

that one person’s conception of an appropriate capacity charge is as good as another 

person’s.  He stresses the importance not of any one component of a price, but the overall 

price agreed to between willing buyers and sellers.  In that regard, Mr. Peters asserts that, 

regardless of how the capacity charge was determined, Riders MVI-II and TC will result in 

overall MVs that “appropriately represent the market value of ‘electric power and energy … 

applicable to the market in which the utility sells, and customers in the service area buy, 

electric power and energy.’” 

Q. What is your position with respect to IP’s proposed capacity charge substitution? 

A.  I expect that it would lead to a modest increase in MVs.  Thus, it would modestly 

lower transition charges, as well. 

Q. Please explain Ameren’s proposal to add capacity charges into its market value 

computations. 

A.  Ameren proposes to add a new factor, “$CAP,” in the equations for MVs.  It would 

be multiplied by the class’ peak hour consumption for the year and divided by annual 

consumption.  Ameren has not proposed a specific value or formula for the $CAP, but has 

suggested several possibilities.  These include a proposed $11,984 per MW-year which 

Ameren witness Keith Hock attributes to a Mr. Tom Leigh (who I believe works for 

Ameren Energy Marketing) at the 2002 Market Value workshops; the $205.15 per MW-

day from Ameren’s OATT Schedule 4A; or the PJM Alternate Deficient Capacity Charge 

of $176.83 per MW-day.  In the latter two cases, Ameren’s testimony does not make 
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502 

503 

504 

505 

506 

507 

508 

509 

510 

511 

512 

clear how Ameren would convert the dollars per MW-day values into dollars per MW-

year values, as required by its proposed tariff.  Assuming a 100 percent load factor 

conversion, $205.15 per MW-day would be equivalent to $74,879.75 per MW-year, and 

$176.83 per MW-day would be equivalent to $64,542.95 per MW-year. 

Q. How do Mr. Hock’s suggested possibilities for factor $CAP compare to the current 

capacity charge include in Ameren’s tariff? 

A.  The current charge is 15% times $205.15 per MW-day (or $30.77 per MW-day) 

applied to the maximum hourly usage each day.  Hence, assuming a customer class with a 

50% load factor13, the annualized charge would be $5,616 per MW-year.  The table below 

provides a side-by-side comparison of this current charge (top line) to Mr. Hock’s three 

suggested possibilities for the new factor $CAP: 

per MW-Year per MW-Day
$5,615.98 $30.77 Ameren's current rate (15%*205.15 applied each day).  Annualized value assumes a 50% LF

$11,984.00 $32.83 Mr. Tom Leigh at the 2002 Market Value workshops (daily rate assumes 100% LF)
$74,879.75 $205.15 Ameren’s OATT Schedule 4A*
$64,542.95 $176.83 PJM Alternate Deficient Capacity Charge*

Bolded numbers represent the numbers being proposed or in tariffs.  Unbolded numbers are derived using assumptions about 
load factor (LF).

* Not clear how to annualize the latter two from Ameren testimony.  Annualized rate shown here assumes 100% LF method.

 513 

514 

515 

516 

                                                

 Obviously, Ameren’s three proposed possible additional capacity charges are significantly 

greater than the existing capacity charge in Ameren’s tariff. 

Q. What is your position with respect to Ameren’s three proposals? 

 

13 In this case, the load factor is the average (over 365 days) of maximum hourly usage each day divided by the maximum 
(over 365 days x 24 hours) of maximum hourly usage. A traditional load factor would be less than or equal to this load 
factor. 
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517 

518 

519 

520 

521 

A. If Ameren’s petition to suspend Riders CTC and PPO is ultimately approved, these 

additional charges will not benefit Ameren’s delivery services customers over at least the 

next two annual Applicable Period As.  Yet, Ameren has not shown (or even tried to show) 

how any of these proposed capacity charges is just and reasonable.  Hence, I do not support 

the introduction of new factor $CAP. 

9. Off-Peak Forwards 522 

523 

524 

525 

526 

527 

528 

529 

530 

531 

532 

533 

534 

535 

536 

537 

Q. What is your position with respect to the use of timely off-peak forwards prices. 

A.  I have no preference for or against the use of off-peak forwards in place of the 

historical day-ahead daily spot market prices currently used as the starting point for 

constructing the off-peak component of the market value index.  I would only point out that 

the data I have seen reflects a complete lack of actual transactions.  It appears to include only 

best bids and best asks, the midpoint of which would be used in the index computation.  

These data cover snapshots taken between January 2, 2002 and January 29, 2002, and 

between February 25, 2002 and March 22, 2002, for forward contracts for calendar years 

2003, 2004, 2005, and 2006.  There is probably some value in using forward market data 

rather than historical spot market data.  However, there is also value in using data that 

reflects actual consummated trades, rather than just best bids and best asks. 

  Furthermore, while this change would have increased market values had it been in 

effect during the last computation of ComEd and Ameren’s Applicable Period A market 

values, there is no reason to expect that the proposal will continue to systematically increase 

market values. 
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10. Multi-year price shaping adjustment 538 

539 

540 

541 

542 

543 

544 

Q. What is your position with respect to the use of multiple years worth of PJM West 

hourly price data and class-specific load data in the price shaping process? 

A.  I have no preference for or against this adjustment.   However, I should point out that 

while this change would have increased market values had it been in effect during the last 

computation of ComEd and Ameren’s Applicable Period A market values, there is no reason 

to expect that the proposal will continue to systematically increase market values. 

11. Replacing non-positive PJM hourly prices with the average of all the positive off-
peak PJM prices in the month 

545 
546 

547 

548 

549 

550 

551 

552 

553 

554 

555 

556 

557 

558 

Q. What is your position with respect to the Ameren and ComEd proposal to modify the 

price shaping methodology by replacing zero and negative PJM hourly prices with the 

average of all the positive off-peak PJM prices in the month? 

A.  I am opposed to this particular change.  However, I would not be opposed if, instead 

of the average of all off-peak hourly prices in the month, the Company would use the 

midpoint of (a) the first prior positive hourly price, and (b) the next subsequent positive 

hourly price, on either side of the negative or zero price(s).  I believe this alternative better 

reflects the technical adjustment sought by the workshop participant alluded to in ComEd’s 

September 30, 2002 Supplemental Statement.  It is also less likely to decrease the final 

market values.  However, I do not expect this change to have a very significant effect.  From 

my own experimentation with the alternative, neither an increase nor a decrease in the 

market value is guaranteed by these changes. 
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12. Net effect of the “Technical Improvements” 559 

560 

561 

562 

563 

564 

565 

566 

567 

568 

569 

570 

571 

572 

573 

574 

575 

576 

Q. ComEd states that its three “technical improvements” (including the use of off-peak 

forwards, the use of multi-year price shaping data, and the substitution of average off-

peak hourly prices for negative and zero values in the price shaping process) would 

have increased the MVs for the June 2002 to May 2003 Applicable Period A by 9% on 

average.  Is this true? 

A.  Workpapers provided to Staff seem to support this statement.  However, there is no 

reason to expect that a similar increase would be observed in future years.  In fact, there is no 

reason to expect that future application of the technical improvements will normally lead to 

increases rather than decreases in the MVs.  For example, following a year of particularly 

high off-peak spot market prices, forward market prices may not be as high.  Furthermore, 

the multi-year price shaping methodology is simply averaging several years of price shaping 

results.  Some years lead to a larger adjustment than other years.  About half the time, the 

average will be lower than the most recent year’s adjustment, while the other half of the 

time, the average will be higher than the most recent year’s adjustment.  Finally, as noted 

above, replacing the non-positive PJM hourly prices with other positive values will not 

necessarily lead to an increase in MVs, and is expected to lead to a relatively small change, 

in any event. 

13. Ameren and ComEd’s proposal to move back their Period A snapshot periods and 
informational filing dates. 

577 
578 

579 

580 

Q. What is your position with respect to Ameren and ComEd’s proposal to move the 

Applicable Period A snapshot periods and information filing dates back several weeks? 
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581 

582 

A.  To me, I am not sure how it matters.  However, customers and/or RESs may have a 

preference. 

14. ComEd’s proposal to contract the open season for the Applicable Period A PPO to the 
two-month period between Feb. 1 and Mar. 31. 

583 
584 

585 

586 

587 

588 

Q. What is your position with respect to ComEd’s proposal to restrict customers to the 

two-month period between February 1 and March 31 for signing up for Applicable 

Period A PPO service, each year? 

A.  Dr. Eric Schlaf will be addressing this issue for Staff in his testimony. 

15. ComEd’s additional eligibility restrictions on Applicable Period B PPO service? 589 

590 

591 

592 

Q. What is your position with respect to ComEd’s proposal to restrict eligibility for 

Applicable Period B PPO service to new delivery services customers? 

A.  Dr. Eric Schlaf will be addressing this issue for Staff in his testimony. 

16. IP’s proposed change to its on-peak data collection “hierarchy.” 593 

594 

595 

596 

597 

598 

599 

Q. What is your position with respect to IP’s proposed change to its on-peak data 

collection hierarchy? 

A.  Where recent data are not available for certain contract months, the proposal would 

authorize IP to look back as far as 365 days for on-peak forward data.  If data are still not 

available, it permits IP to rely on the last-used values.  This seems like a reasonable stopgap 

measure in case of a major market data interruption. 

17. ComEd’s expansion of customer-specific CTCs 600 

601 Q. What is your position with respect to ComEd’s proposed expansion of customer-
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specific CTCs to customers with loads between one and three MW? 602 

603 

604 

605 
606 
607 
608 
609 
610 
611 
612 
613 
614 
615 
616 
617 
618 
619 
620 
621 
622 
623 
624 
625 

626 

627 

628 

629 

630 

631 

632 

633 

A.  Personally, I would prefer that ComEd prepare customer-specific CTCs for even 

smaller customers.  However, Section 16-108(g) of the Act states as follows: 

The electric utility shall file tariffs that establish the transition charges to be 
paid by each class of customers to the electric utility in conjunction with the 
provision of delivery services.  The electric utility's tariffs shall define the 
classes of its customers for purposes of calculating transition charges.  The 
electric utility's tariffs shall provide for the calculation of transition charges 
on a customer-specific basis for any retail customer whose average monthly 
maximum electrical demand on the electric utility's system during the 6 
months with the customer's highest monthly maximum electrical demands 
equals or exceeds 3.0 megawatts for electric utilities having more than 
1,000,000 customers, and for other electric utilities for any customer that has 
an average monthly maximum electrical demand on the electric utility's 
system of one megawatt or more, and (A) for which there exists data on the 
customer's usage during the 3 years preceding the date that the customer 
became eligible to take delivery services, or (B) for which there does not 
exist data on the customer's usage during the 3 years preceding the date that 
the customer became eligible to take delivery services, if in the electric 
utility's reasonable judgment there exists comparable usage information or a 
sufficient basis to develop such information, and further provided that the 
electric utility can require customers for which an individual calculation is 
made to sign contracts that set forth the transition charges to be paid by the 
customer to the electric utility pursuant to the tariff. 

 Hence, as the only electric utility with greater than one million customers, ComEd is not 

required to provide customer-specific CTCs for customers below 3 MW. 

  Customer-specific CTCs enable more customers to benefit from PPO and RES-

supplied delivery services, but they also reduce the variability of potential savings for 

specific customers within a class.  For example, with class-specific CTCs, one customer may 

be able to maintain his current load shape and save 18 percent by switching to the PPO, 

while another customer may be able to save negative 1 percent by switching to the PPO with 

his current load shape.  However, with customer-specific CTCs, each of these customers 
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634 

635 

may be able to save around 8 percent.  Whether customer-specific or class-specific CTCs are 

“better” is largely a matter of personal preference. 

18. ComEd’s proposed informational “would-be” MVECs and class CTCs. 636 

637 

638 

639 

640 

641 

Q. What is your position with respect to ComEd’s proposal to provide “would-be” 

MVECs and class CTCs during the months of January and June, the last few weeks 

leading up to the company’s official Applicable Period A and B informational 

filings? 

A.  I support this proposal. 

19. ComEd and IP’s proposed multi-year CTC proposals 642 

643 

644 

645 

646 

647 

648 

649 

650 

651 

652 

Q. What is your position with respect to ComEd and IP’s proposal to compute multi-year 

CTCs? 

A.  I support the proposal.  It provides an additional option to non-PPO delivery services 

customers that want to lock in CTCs for longer than one year.  The one-year CTC will still 

be available.  From a risk management point of view, I would advise consumers to avoid 

locking in the multi-year CTC while locking in a one-year power and energy price with a 

RES, just as I would advise them to avoid locking in the one-year CTC while locking in a 

multi-year power and energy price with a RES. 

Q. Does this conclude your direct testimony in this docket? 

A.  Yes. 
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